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Our Mission

W

e believe Blue Cross and Blue Shield of F1orida has a unique role in advancing the _
health and well-being of F1orida's citizens. While all successful companies must

focus on meeting customer needs, our corporate beliefs call for a much greater
commitment to the public good. Our purpose requires working for public policy that
enables an excellent, efficient health system; affordable products and services; and
protection for as many F1oridians as possible. It also demands that our programs support
the delivery of high quality care. Through our products, employee relations, political
influence, and community involvement, we consistently attempt to make a constructive
contribution to the well-being of our customers and all F1oridians.
A financially strong, independent, policyholder-owned parent company is most
conducive to pursuing our community-driven, customer-focused mission. This allows us
the flexibility to use various structures, as appropriate, for entities under the parent.

Our Vision

A

company focused primarily on the health industry, delivering value through an
array of meaningful choices.
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Executive Summary

Accomplishing our 2005 plan will improve our
competitive position, achieve progress toward
becoming a superior operating company, and
advance our mission and vision. We will
strengthen our competitive position by building
outstanding marketing capabilities, covering more
customers under 8/ueOptions products, and
completing the new physician and hospital
network that supports those products. By
deploying the common administrative platform
and continuing to establish a continuous
improvement discipline, we will move toward
operating superiority. In recent years, we have
emphasized improving our capital position and
building new products and capabilities. Our 2005
plan more equally balances profitability, capability
development, and growth and helps fulfill our
mission as Florida's leading health care company.
One major step toward improving our competitive
position is the strengthening of marketing
capabilities, which continues an evolution from a
product-driven to a market-driven company. In
2005, we will leverage our Florida market focus to
develop a deeper understanding of the state's
diverse population with its wide-rang ing values,
needs, wants and attitudes toward health . This
knowledge w ill be used to improve our products
and services.
Our 8/ueOptions products, which we introduced
to the market in 2004, offer an array of
meaningful choices for customers to meet their
health goals. In 2005, the 8/ueOptions product
portfolio w ill be expanded, and membership will
grow in both new and existing products. Among
the new products will be offerings that fully
integrate health insurance and financial services,
using health savings accounts, and alternatives to
the government-run Medicare program for
seniors. To support 8/ueOptions, we are
expanding NetworkB/ue, our new network of
efficient phys icians and hospitals that wil l provide

2

our customers access to high quality, cost
effective health care . A strong network will be
available statewide in 2005.
Significant focus on becoming a superior
operating company continues, as we build
capabil ities for the future, then, continuously
improve them . We will deploy the common
administrative platform for some of our largest
groups in 2005. The platform, which supports
8/ueOptions and NetworkB/ue, uses a common
set of tools and business processes to simplify
and streamline interactions with our customers,
physicians, hospitals and agents. In 2005, we
plan to complete essential capabilities for
customer service and sales processes and
accelerate movement of members to the
platform. Further progress toward establishing a
culture of continuous improvement will also
enhance our operating effectiveness . Building on
progress from the last two years, we will use the
Six Sigma discipline to improve continuously our
core bus iness processes .
These efforts will produce strong growth in 2005.
Our forecast calls for adding 175,000 health
business members, increasing total health
business membership to more than 3.8 million
and achieving market share of 31 percent. In total ,
we expect BCBSF and its subsidiaries to serve
more than seven million customers in 2005 .
Accomplishing our plan will further improve
financial strength, flexibility and capital adequacy.
Consolidated net income of $215 million is
planned in 2005. This compares to the 2004 plan
of $208 million and a current year-end projection
of $210 million. Our balance sheet will remain
strong, with policyholders' equity approaching
$2 billion by the end of 2005 . We will maintain
our favorable external ratings and our strong Blue
Cross and Blue Shield Association risk-based
capita l pos ition.

Our 2005 plan responds to a challenging and
uncertain environment, focusing on delivering
superior value to our customers by building
marketing capabilities and deploying new
products, services and capabilities. We believe
our plan reflects an appropriate balance among
profitability, growth and capability development.
By executing this plan, we will advance our
mission and vision and strengthen our
competitive position . Strategic assessment will
continue on an ongoing basis, and plan
adjustments may be needed as the environment
changes or as unplanned events occur.

•
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Executive Suininary

2005 Plan Priorities
Enterprise

• Improve market position as BCBSF and its subsidiaries serve more
than seven million customers.
• Build financial strength and capital adequacy by generating net
income of $215 million, increasing policyholders' equity to almost
$2 billion.

Health Business

• Achieve growth of 175,000 members, for total membership of more
than 3.8 million, and an increase of market share to 31 percent.
• Contribute to Enterprise financial strength, generating net income of
$213 million .
• Strengthen marketing capabilities to deepen understanding of
Florida's diverse market.
• Expand 8/ueOptions product portfolio, introducing new products
that integrate health care and financing capabilities.
• Expand NetworkB/ue to be marketable statewide.
• Build and deploy the common administrative platform to improve
service to customers, physicians, hospitals and agents .
• Achieve excellent national business performance and be perceived
as a leader by other Blue plans .
• Institutionalize continuous improvement to improve business
processes using Six Sigma.

Diversified Business

• Complete the proposed alliance and integrate life and specialty
products with Arkansas Blue Cross and Blue Shield .
• Achieve revenue growth of 15 percent and net income of $4 million.
• Improve product development capabilities, expand product choices
and strengthen distribution capabilities.
• Improve customer service and develop customer loyalty.

Government Business

• Achieve revenue growth of 7 percent and break-even net income.
• Execute the government business sector strategy.
• Continue to improve risk management.
• Continuously improve business processes to meet customer
expectations.
• Improve organizational capabilities and effectiveness .
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Environmental Assessment
As we have discussed throughout the year, our
environment remains dynamic and uncertain . It
poses both threats and opportunities to which our
strategy and our 2005 plan respond.
The U.S. and Florida economy have recovered
from the economic recession, however, job
growth has been disappointing. For the twelve
months ending in September, the U.S. gained
1.7 million jobs and Florida added 125,000. This
growth barely kept pace with increases in the
working age population, and it slowed, both
nationally and in Florida, during the last four
months.
It is too early to measure the full impact of four
hurricanes on Florida's economy. Tourism and
related industries were hit hard in September but
should recover quickly. The closing of production
facilities in the Gulf of Mexico made a slight and
brief contribution to the national increase in oil
prices. Agriculture, Florida's largest industry, will
suffer losses for a longer period. The biggest
uncertainty and, potentially, the greatest longterm effect on the state's economy, is the
hurricanes' impact on population growth. If the
storms cause substantial numbers of businesses
and individuals to avoid relocating to Florida
during the next decade, the state will grow
more slowly.

•

Although medical cost growth has moderated
somewhat in the last three years, it remains the
most significant issue facing our industry. In
2003, health care spending per privately insured
person increased 7.4 percent. While lower than
the 2002 increase, it was nearly double the
growth rate for the overall U.S. economy, and the
gap between health spending and GDP remains
greater than the thirty year historical average.
Hospital spending increased 9 percent, reflecting
a sharp deceleration in use more than offset by
the sixth consecutive year of price acceleration.

While the growth in prescription drug spending
has slowed the last four years, it still increased
9.1 percent, and accounted for 20 percent of the
overall spending increase. Health care spending
is likely to continue to grow faster than the rest of
the economy. The Centers for Medicare &
Medicaid Services (CMS) predicts the health
share of GDP will increase from 14.9 percent in
2002 to 18.4 percent in 2013.
A major barrier to our industry's efforts to reduce
medical cost growth is the increased monopoly
power in the delivery system. Consolidation of
hospitals, at the local level, and pharmaceutical
companies, internationally, has weakened our
ability to negotiate lower prices on our customers'
behalf. Hospitals, in particular, have been able to
use state regulation to exclude new competitors
and, therefore, increase their negotiating leverage.
Florida's consumer market is becoming ever more
diverse and will require health plans to develop
sophisticated marketing capabilities to gain a full
understanding of consumer needs. It will also
require a wide range of products and services to
meet those divergent needs. As insurance
coverage becomes less comprehensive, many
consumers will want products that combine an
insurance plan with financial services products,
including spending accounts and credit/debit
cards. As we discussed at the July meeting,
making these products work well for the
customer will require health care companies to
acquire new capabilities, including, in some
cases, partnerships with financial services
companies. One of the threats in this new
environment is that fragmentation of payment
from different sources will complicate service to
the customer and reduce the health insurer's
value to the delivery system. Finding creative,
efficient solutions to this problem will become
one important basis of competition.
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Environm_ental Assessm_ent

Public policy, as always, is one of the greatest
sources of uncertainty for our industry. For the
next several years, Federal and State
governments will struggle to cope with the
conflicting demands of the uninsured, rising costs
and budget constraints. While the presidential
and congressional elections will have some
impact on how these issues are addressed,
recent history shows that elections do not resolve
much of the uncertainty.
Implementation of the Medicare Modernization
Act of 2003 (MMA) will be an important part of
the public policy environment for the next several
years. The MMA provides new opportunities to
serve Medicare beneficiaries through private
plans, including HMOs and PPOs, with
prescription drug coverage. As we discussed at
the September meeting, the MMA is also helping
to reshape the contracting environment in which
companies, such as our subsidiary, First Coast
Service Options (FCSO), compete for the
Medicare administration business.
The Blues system continues to grow and prosper.
As of mid-year, aggregate enrollment reached
91 million members - the system's highest ever and represented 31.6 percent of the U.S.
population. Aggregate net income for 2004 is
expected to be between $6.5 and $7.5 billion.
Despite this continued growth and prosperity,
Blue companies have many divergent
environments, perspectives, strategies and
objectives, which can lead to conflict among
them. The Blues have advocated different
perspectives depending, for example, on their
investor-owned status, company size and whether
they are predominantly control or host plans for
national account business.
One of the many issues that challenge the BCBS
system is the fees that one Blue company (control
plan) pays for a member's service and access to
physician and hospital discounts in another Blue
company's (host plan) service area . This issue has
become ever more contentious because of recent,
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rapid growth in the system's national account
business. Since we are a large host plan and,
therefore, a major recipient of these fees, this
issue is particularly important to us.
Our environment remains turbulent and
challenging . The following pages describe how
our 2005 plan responds to these challenges as
we pursue our mission and vision. As we
execute the plan, we will constantly attend to
new threats and opportunities and make
adjustments as appropriate.

Health Business Plan Highlights
Our Health Business vision is to provide
affordable health care choices for our customers
so they can achieve their health goals. The plan
for 2005 is designed to deliver on our vision and
respond to the challenging environment. It
focuses on those areas where we want to
differentiate our company - marketing, delivery
system and service.

Market Leadership
In 2005, we plan profitable growth in every
segment we serve. Enrollment growth of
175,000 members is forecasted, reflecting new
sales and customer retention of approximately
86 percent. This growth reflects our success in
product and capability development over the last
two years and the improved value we are
providing to customers.
To deliver superior value and strengthen our
leadership position, we will deepen our
understanding of our customers, physicians,
hospitals, agents and the communities we serve.
This understanding will be used to customize the
value proposition we offer each of our markets
and segments, and enhance our ability to identify
and serve those that value high quality, efficient
health care.
Based on our greater customer knowledge, the
plan calls for expansion of the existing
8/ueOptions product portfolio. The new products
will provide for the full integration of health
insurance and financial services, using health
savings accounts. The new products will include
tools that simplify interactions, enable customers
to manage their accounts efficiently and support
consumer decision-making on health care choices.
Our commitment to the senior market will be
strengthened as we introduce new products
enabled by the recent Medicare Modernization
Act. These include two new lower-cost Medicare
supplement plans and Medicare PPO products in
selected counties . We also plan to enhance our
promotion and distribution capabilities to support
our expanded product portfolio.

Delivery System
To provide customers with superior access to
high quality, cost effective health care, we will
continue to strengthen our relationships in the
medical community, complete NetworkB/ue and
implement new capabilities to provide a
differentiated service experience for our
customers, physicians and hospitals.
Relationships with the medical community will
strengthen as we continue to nurture dialogue
and collaboration with physicians and hospitals
through participation in medical and specialty
societies, our physician advisory panels and
statewide education seminars. We are redefining
the role of our Medical Directors to be more
responsive to the issues of physicians and
hospitals in the communities we serve. Through
these interactions, we will deepen our
understanding of the health care community and
the challenges it faces, gain understanding of our
customers' expectations of the delivery system
and respond to issues more rapidly.
We will expand participation levels in
NetworkB/ue, which uses selected, efficient
physicians and hospitals. This network supports
our 8/ueOptions products and operates on the
common administrative platform. We plan to
have a strong marketable statewide network in
place in 2005 . Expansion of NetworkB/ue in 2005
will also support introduction of our new
Medicare PPO product in selected counties.
To provide our customers with a differentiated
care experience, our plan establishes programs
that recognize and promote physician excellence.
Quality programs will also be used to recognize,
select and retain key health care professionals,
supported by an effective credentialing process.
Our care management programs, pharmacy
discounts, benefit designs, consumer education
and decision support services will improve the
value delivered to our customers.
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Health Business Plan Highlights

During 2005, we will expand the ability of
physicians to provide "e-visits" to our customers
and offer on-line scheduling of appointments and
communication of test results. We will develop
integrated payment mechanisms, such as
consumer health reimbursement accounts, to
simplify the handling of payments to physicians
and hospitals from multiple sources. This will be
especially important to them as higher patient
deductibles and co-pays make collection issues
more likely.
To maintain our favorable network cost position
and support affordability, medical cost
management efforts will address product and
benefit design, contracting, pay-for-performance,
claims payment, pharmacy management, and
fraud and abuse investigations.

Customer Satisfaction
To improve customer service and build customer
loyalty, our plan focuses on the common
administrative platform, continuous quality
improvement and staff development.
In support of 8/ueOptions, we are building and
deploying the common administrative platform to
enhance our service capabilities and improve our
cost structure. The new platform simplifies
interactions with our customers, physicians,
hospitals and agents through a set of integrated
service tools and business processes that support
seamless service. The new platform provides our
customers with new resources and tools to help
them navigate the health care landscape and
achieve their health goals. Movement of all of our
customers to the new platform will occur over the
next three years. In 2005, we plan to complete
the customer service component and accelerate
movement of customers to the new platform.
Self-service tools provided to our physicians,
hospitals and customers through our web
portals - Availity and BCBSFL.com - will be also
be expanded and improved during 2005.
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Further improvements in customer satisfaction
will be achieved through continuous quality
improvement and development of our human
organization. We will use Six Sigma to improve
the quality and efficiency of our end-to-end
business processes. We continue to develop the
abilities of our people to exceed the expectations
of our customers and build customer loyalty.

Financial Strength
Strong performance by Health Business in recent
years has enabled the Enterprise to build a strong
capital position while investing in new products
and better services to meet our customers' everchanging needs. As a policyholder-owned
company, we do not have access to the equity
markets and have only limited access to debt;
therefore, net income is our primary source of
capital. Our 2005 plan continues to emphasize
strong financial performance, while funding
investments required to develop and market
8/ueOptions, financial services products and new
products for the Over 65 market. Net income for
Health Business is planned at $213 million in 2005.
This compares to a plan of $207 million for 2004
and a current year-end projection of $208 million.
Our investments in the common administrative
platform, our focus on superior operating results
and the execution of our cost improvement
strategy create the foundation for an improved cost
structure. We will reduce our administrative cost
ratio from 12.2 percent of revenue in 2004 to
11.3 percent in 2005.

National Association
Our 2005 plan calls for continued significant
contributions to growth and operating income
from our national business. To support these
contributions and our Blues strategy, our 2005
plan emphasizes service excellence, national
delivery of our local capabilities and strong
influence in Association policy decisions.

We will deliver solid plan performance as
measured by the Federal Employee Program
(FEP) and the BCBS Association. To improve
evaluation of our performance, our 2005 plan calls
for the development of more specific internal
indices to measure our performance relative to
other Blue plans in categories such as cost,
network value, membership gain and brand value.
We will continue to comply with licensing
standards and mandates, including
implementation of a number of process
enhancements in 2005.
The delivery of seamless products and services
to our growing national customer base continues
to be a priority. In 2004, we developed the
capability to serve major components of our
national business on the common administrative
platform. In 2005, our focus is on transitioning
1.2 million FEP and BlueCard members to this
new platform and furthering development of
8/ueOptions for national business. We will
enhance our sharing of eligibility, benefits and
pre-authorization information among Blue plans.
Opportunities to share capabilities and leverage
assets among Blue plans will also be explored.
Additionally, we will work with other plans to
improve their claims processing timeliness to
reduce unfavorable impacts to physicians and
hospitals in Florida.
Building and strengthening relationships within
the Blues system provides greater influence in
the adoption and implementation of a favorable
Blues system agenda. Our senior leadership will
maintain active participation on key Association
governance committees, strategic initiatives and
voluntary plan-led groups. During 2005, we will
seek to achieve positive outcomes on BlueCard
access fees and further develop information
sharing capabilities .

Public Understanding
Progress in the past year and a half has
demonstrated significant benefits in public
understanding among our diverse Florida

constituencies. Our reputation within Florida,
including recognition of our community initiatives,
is unsurpassed within our industry.
In 2005, we will continue to build further interest
in 8/ueOptions and nurture vital local relationships
to support adoption of NetworkB/ue among
physicians and hospitals. Our 2005 plan
emphasizes regular contact with local business
and community opinion leaders to promote
private sector solutions to the affordability of
health care and position our company as a leader
in helping all segments of Florida's citizens meet
their health goals. We are currently developing a
three-pronged plan to address the working
uninsured and underserved through lower cost
products, public policy influence and social
investment.

Organizational Effectiveness
To respond to our industry's complex, dynamic
environment, our organization must change
continually. We are creating new products and
developing the business processes to support
these products. Our employees will need to
develop the skills and knowledge required to
perform redefined jobs. Successful execution of
all of these organizational changes demands a
change management discipline. In 2005, we will
use a formal, systematic approach to managing
the people, processes and structures needed to
accomplish organizational change.
Once the new capabilities and processes have
been established, we must then continuously
improve them. In 2005, we will build on our
progress from the last two years in using the
Six Sigma discipline to examine problem areas
and create improvements in effectiveness and
efficiency. The two processes - change
management and continuous improvement - will
help us advance toward becoming a superior
operating company.
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Diversified Business Plan Highlights

Through our Diversified Business sector, we
provide life, disability, dental, long-term care,
workers' compensation, pre-tax and third party
administration products and services. Our strategy
is to leverage Enterprise assets, including brand,
customer base and relationships, to build growth
and profitability and offer a broader array of
products to the Florida market.
Additionally, to increase the array of products and
services we offer and to expand our market,
BCBSF and Arkansas Blue Cross and Blue Shield
{ABCBS) signed a non-binding memorandum of
understanding in June 2004, to combine
Diversified Business with the life and specialty
product subsidiaries of ABCBS. The ArkansasFlorida alliance will use each organization's best
products, capabilities and business practices to
improve product offerings and service to
customers in Florida and other southeastern
states. We expect that the improved products,
enhanced capabilities and regional business
expansion resulting from the alliance will generate
substantial, long-term profitable growth. We
anticipate that a definitive agreement will be
signed in early 2005, with business transition
following thereafter.
Our Diversified Business plan responds to a
challenging environment, including higher
consumer expectations, increased pricing pressure
due to competition and the reduced availability of
employee benefit dollars for ancillary products . In
2005, our focus will be on developing capabilities
to expand product choices to achieve growth
targets; increasing organizational effectiveness to
improve product development, distribution and
customer service capabilities; and achieving higher
customer loyalty. In addition, we will better
integrate Health Business and Diversified Business
capabilities and provide a common face to
customers.
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Planning for the Arkansas-Florida alliance is in its
early stages; therefore, it is premature to forecast
the short-term growth that the alliance will produce
or the related costs to implement the alliance and
run the business. As a result, our current plan
reflects growth and profitability expectations on a
pre-Alliance basis. Under th is plan, revenue will
increase in all product lines, with the most
significant growth occurring in dental products .
Dental, life and long-term care products will grow
as a result of improved distribution system
performance, use of the common administrative
platform for Diversified Business products,
increased penetration of the Health Business
sector customer base, and an improved array of
products. In the workers' compensation segment,
the demonstrated success of our claims
management model and successful leveraging of
agent relationships will drive growth . Total sector
enrollment and revenue are expected to increase in
2005 to approximately 825,000 customers and
$108 million, respectively. This represents growth
of approximately 13 percent for customers and
15 percent for revenue over 2004 . Our plan
reflects after-tax profits of $4 million in 2005,
consistent with the current projection for 2004.

Government Business Plan Highlights

The Government Business sector is comprised of
three organ izations . First Coast Service Options
(FCSO) admin iste rs trad it ional Medicare progra m s
in Florida and Connecticut. lncepture focuses on
leveraging Enterprise and sector capabilities to
commercial markets . Tri Centurion performs
Med icare anti-fraud work for the Centers for
Med icare & Medicaid Services (CMS) and has
offices in si x states and Puerto Rico.
We compete in an environment that is being
reshaped by several drivers of change and
environmental uncertainties . They include :
1) the Medicare Modernization Act of 2003 that
significantly reforms the trad it iona l Medicare
program; 2) CMS strategy that substantially
reshapes Medicare program adm inistration; and
3) increasing concerns about the high and rising
costs of government-sponsored hea lth programs.
In response to these environmental trends, we
have developed a strategy founded on
maintaining and growing FCSO's role in the
rapidly evolving Medicare marketplace . Key
business strategies focus on protecting FCSO 's
Florida Med icare business, selected expansion
outside Florida and using lncepture to leverage
Enterprise and sector capabilities to pursue
commercial business opportunities that create
va lue for BCBSF.
As we execute our strategies, 2005 priorities are
to: 1) manage business risks by employing best
practice approaches to governance, compliance
and internal controls; 2) meet customer
expectations by continuously improving business
processes; 3) improve performance in revenue
growth and profitab ility; and 4) improve
organizational capabilit ies and effectiveness .
Revenue will increase to $182 million in 2005,
driven by business growth in both FCSO and
lncepture . We expect brea k-even net income,
compared to a 2004 loss of $2 .6 m illi on .
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Enterprise Sun1n1ary

Our 2005 plan responds to the challenges and
opportunities in our industry, focusing on
delivering greater value to our customers . We
believe our plan reflects an appropriate balance
among profitability, growth and capability
development. By executing this plan , we will
advance our mission and vision, strengthen our
competitive position and make progress toward
becoming a superior operating company. Strategic
assessment will continue on an ongoing basis,
and plan adjustments may be needed as the
environment changes or as unplanned events
occur.
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